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“The ideal and aim of the American 
Telephone and Telegraph Company and 
its Associated Companies is a telephone 
service for the nation, free, so far as hu¬ 
manly possible, from imperfections, errors 
or delays, and enabling anyone anywhere 
to pick up a telephone and talk to anyone 
else anywhere else, clearly, quickly and at 
a reasonable cost.” 
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Report of the Directors 
of 

American Telephone and Telegraph Company 

New York, March i, 1939. 


To the Stockholders: 

During 1938, the Bell System* had a net gain of about 
430,000 telephones compared with 876,000 in 1937* More than 
60 per cent of the gain in 1938 was made in the last four 
months of the year. At the end of the year there were 15,761,000 
telephones in service. 

The average daily number of telephone conversations during 
the year was 69,900,000, an increase of about 1,100,000 over 
1937. While there were about 1.7 per cent more local conversa¬ 
tions, there were 1.4 per cent fewer toll and long distance con¬ 
versations than in the previous year. At the end of the year, 
however, the daily number of toll and long distance conver¬ 
sations was somewhat higher than at the end of 1937. 

Including the telephones of about 6,500 connecting telephone 
companies and more than 25,000 connecting rural lines, there 
were at the end of the year approximately 19,900,000 tele¬ 
phones in the United States, practically any one of which can 
be connected promptly with any other and with 93 per cent of 
the telephones in the world. 


In 1938, the Bell System’s gross operating revenue was 
$1,052,658,000, approximately the same as in 1937. Due prin¬ 
cipally to increased wages and continued increase in taxes, net 
operating income was less by $16,483,000, or 8 per cent. With 
a decline in the earnings of Western Electric Company, Inc., 
which were adversely affected largely by a falling off in Bell 
System construction activities for the year, other income was 
less by $12,794,000. The total net income for the year appli¬ 
cable to American Telephone and Telegraph Company stock 
was $155,543,000, or $8.32 per share. This compares with 

*“Beli System” statements and data in this report consolidate the accounts and statistics 
of the American Telephone and Telegraph Company and its principal telephone subsidiaries, 
a list of which appears as section I, page 31. 
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$g.y 6 per share in 1937. In 1938, the dividends paid were not 
earned by $12,638,000, but in 1937 there was a balance after 
dividends of $14,162,000. Thus, for the two years 1938 and 
1937 combined, dividends were slightly more than fully earned. 


Cash assets of the System at the end of the year, including 
funds temporarily invested in Government obligations, were 
$135,965,000, of which this Company held $96,911,000. 

During the year, plant additions amounted to $296,800,000 
and plant retirements to $197,300,000, resulting in a net in¬ 
crease in plant of $99,500,000, or 2.3 per cent. This compares 
with a net increase in plant of $130,300,000 in 1937. 

Total assets of the Bell System at the end of 1938 amounted 
to $5,119,100,000. Of these assets, $4,489,100,000 was tele¬ 
phone plant and equipment against which there were depreci¬ 
ation and amortization reserves of $1,253,100,000, or 27.9 
per cent. The investment in telephone plant at the end of 1938 
was equal to $285 per telephone. 


Taxes continued to rise and the total, including taxes 
charged to construction, amounted to $147,400,000, an in¬ 
crease of $9,700,000 over 1937. Taxes in 1938 were $53,000,000 
greater than in 1935. Thus in three years, there was an increase 
of 56 per cent. Taxes in 1938 were equal to $7.54 per share of 
common stock outstanding as against $4.83 per share in 1935, 
an increase of $2.71 per share. Taxes in 1938 were equal to 
about 80 cents per month per telephone, or 14 per cent of the 
average telephone bill, or about one third of the total payroll. 


During 1938, the Mountain States Telephone and Telegraph 
Company sold $30,000,000 of 3^% Debentures due in 1968. 
The Southwestern Bell Telephone Company sold $30,000,000 
of 3% Mortgage Bondsduein 1968,and retired its$21,785,500, 
7% Cumulative Preferred Stock. The New England Telephone 
and Telegraph Company sold $20,000,000 of 2 > l A° 7 o Mortgage 
Bonds due in 1968. The Chesapeake and Potomac Telephone 
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Company of Virginia sold $4,000,000 of i>i%— 2 % Serial 
Notes and retired its $3,855,700of 5% Mortgage Bonds due in 
1943. The Diamond State Telephone Company sold $3,000,000 
of 3% Debentures due in 1968 and retired its $500,000, 6 } 4 % 
Cumulative Preferred Stock. The American Telephone and 
Telegraph Company and its principal telephone subsidiaries 
retired $17,963,000 of their 4% Notes held by the Trustee of 
their respective Pension Funds. These and other miscellaneous 
transactions during 1938 resulted for the System in a decrease 
of $22,000,000 in preferred stocks outstanding and a net in¬ 
crease of $65,000,000 in debt, or a net increase in total capital 
obligations of $43,000,000. 


At the end of 1938, there were 647,000 stockholders of record 
of the American Telephone and Telegraph Company. The aver¬ 
age number of shares held per stockholder was 29. Geographi¬ 
cally, the stock was widely held. No stockholder held as much 
as one per cent of the total stock. Approximately one fourth of 
the Bell System employees owned stock in the Company. 


The sales of the Western Electric Company, over 99 per cent 
of the capital stock of which is owned by the American Tele¬ 
phone and Telegraph Company and which manufactures and 
supplies most of the telephone equipment used in the Bell Sys¬ 
tem, were $175,163,000 in 1938, a decrease of $28,304,000, or 
14 per cent, as compared with 1937. Its sales were 57 per cent 
less than those of its 1929 peak of $411,000,000. The Western 
Electric Company, including its subsidiaries, had net earn¬ 
ings, after interest charges, of $5,734,000 in 1938, as compared 
with $19,514,000 in 1937. 


An important rate case disposed of in 1938 was that of The 
Ohio Bell Telephone Company, started by the Public Utilities 
Commission of Ohio in 1924. That company, the stock of which 
is over 99 per cent owned by the American Telephone and Tele- 
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graph Company, is now making refunds to customers of charges 
collected prior to 1933, which with interest total about 
$ 7,200,000. This amount is less than the reserve which that 
company had set up against a possible refund. 

Bell System rate changes in 1938, although they resulted in 
a net reduction of some $4,500,000 annually, included upward 
adjustments in some places where revenues were less than ade¬ 
quate. Rising costs, notably wages and taxes, are not only 
largely arresting the downward trend in telephone rates but 
may require some increases in rates in other places in spite 
of every effort to offset higher expenses through developments 
in the art, improvements in operating methods and rigid 
economies. 


The prime purpose of the Bell System is to furnish telephone 
service. As each year sees the service better than the year be¬ 
fore, comparisons of today’s service with that of a relatively 
short time ago show striking improvements. Until 1927, the 
longest distance a telephone call could be made was about 
3,000 miles; today there is no limit. One can talk around the 
world. Improvements in the quality of transmission, that is, 
the clearness and the ability to understand conversation, have 
been especially marked. The improvement in transmission 
on a call from New York to San Francisco as compared 
with twenty years ago, which was shortly after transconti¬ 
nental service was inaugurated, is roughly equivalent to the 
difference between conversing in an open field at a distance 
of several hundred feet and conversing within the same room. 
Incidentally, the cost of a three minute New York to San 
Francisco call then was $18.50. Now it is $6.50 and for nights 
and Sundays, $4.25. Ten years ago it took on the average 3.2 
days from the time an order for a new telephone was received 
to have it installed. Today the average time is 1.4 days. Also 
ten years ago a telephone subscriber had some trouble with his 
telephone or his telephone line about once in a year and a half 
on the average. Today he has trouble only once in over two 
years. Ten years ago the average time required to make a toll 
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or long distance connection was 3.0 minutes, having been re¬ 
duced during the preceding five years from 7.5 minutes. Today 
the average time is 1.4 minutes and 93 per cent of long distance 
calls are handled without the person who is calling hanging 
up the telephone. These are a few high spot illustrations of 
improvements that have already taken place. 

It is necessary that the service be pleasing as well as efficient. 
Much progress has been made to this end. Not only telephone 
operators but telephone employees who install telephones, 
construct plant, make repairs, take orders for new service, 
receive collections and answer requests for miscellaneous in¬ 
formation, are known generally for their courteous and con¬ 
siderate treatment of those with whom they transact business 
and meet in the course of their work. 


During 1938, a direct radio telephone circuit to Australia 
was established from San Francisco, replacing the original 
route from New York via London. This new circuit is several 
thousand miles shorter and made possible a substantial reduc¬ 
tion in the charge for a call to or from Australia. 

Also, during the year arrangements were made for direct cir¬ 
cuits to Switzerland, Italy and Germany. When necessary 
equipment with which it is planned to operate the new circuits 
is installed in those three countries and tests are completed, 
service will be established through Bell System facilities which 
are already available. At present, calls from the United States 
reach the above named countries over combined radio and wire 
circuits through London. 

Further progress was made with the single side band radio 
telephone system, introduced during 1937* an d it has been pos¬ 
sible to obtain an additional telephone circuit from each of two 
existing short wave radio channels to London, which previ¬ 
ously provided but one circuit apiece. 

The ocean liner Nieuw Amsterdam was added to those with 
which the Bell System operates ship-to-shore radio telephone 
service. More than five hundred additional yachts, tugboats 
and fishing craft were equipped during the year to receive ser- 
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vice through the Bell System radio telephone shore stations 
serving harbors and coastal waters. A new shore station, at 
Norfolk, Virginia, was opened during the year. Twelve shore 
stations of the Bell System and its connecting companies now 
serve nearly a thousand small vessels on the Atlantic and Pacific 
Coasts and on the Great Lakes. 


Perhaps nothing in recent years has had more influence in 
human affairs than the far reaching change in the speed and 
scope of communications. Man’s environment is no longer lim¬ 
ited to his immediate surroundings. Travel and the transpor¬ 
tation of mail has been greatly speeded up and increased by 
faster trains and ships and by automobiles and aeroplanes. 
News of what happens anywhere in the world is almost in¬ 
stantly known everywhere by wire and radio. Practically 
anyone, anywhere, can send a message to or can converse 
promptly with anyone, anywhere else in the civilized world. 
Also, one can address in person an audience of tens of thou¬ 
sands by means of electrical loud speakers. One can address an 
unseen audience of tens of millions by radio. Movies are heard 
and seen almost everywhere. Pictures are transmitted prac¬ 
tically instantaneously and the scientific possibilities of tele¬ 
vision are developing into practical accomplishments. These 
developments, all of which are relatively new, and many of 
which are very new in human affairs, are of tremendous im¬ 
portance to the peaceful arts, to the national defense and to 
the future of mankind. The Bell System is keenly aware of 
its responsibility for leadership in its field of communications. 


Dependability is an essential of good telephone service. It 
underlies the design and installation of all facilities. Today about 
95 per cent of the Bell System’s 83,400,000 miles of wire are in 
cables and nearly two thirds is underground. Cities, towns 
and villages are joined together by toll wire networks. For each 
of the Bell System’s 7,000 central offices there are emergency 
arrangements to keep the telephone system functioning if for 
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any reason the regular power supply is cut off. More recently, 
portable radio telephone sets have become available for emer¬ 
gency use in case disaster should temporarily cut off a commun¬ 
ity from wire connection with the rest of the world. 

Despite the extensive precautions taken, despite man’s best 
efforts, the destructive forces of nature sometimes prevail. 
Disasters occur and telephone service is interrupted by fire, 
flood, sleet or wind. It is in these emergencies that the great 
value to the individual, to the community, and to the nation, 
of the Bell System’s integrated nation wide operating, supply, 
and manufacturing organization is strikingly illustrated. 
Standardized instrumentalities and uniform operating proce¬ 
dures facilitate prompt restoration of service wherever and to 
whatever extent it may be interrupted. Telephone workers 
coming from near and far are familiar with the construction, 
maintenance and operation and without further instruction can 
proceed to help restore the service as though the trouble hap¬ 
pened in their own home town. The Western Electric Com¬ 
pany, the manufacturing and supply department of the Bell 
System, from its factories and from its warehouses throughout 
the country can ship instantly the necessary materials to repair 
or replace what was destroyed. Telephone men and women 
know the anxiety and the distress that may be caused by a 
breakdown of communications, and willingly endure great 
hardships that the message shall get through. 

Over the years the destructive effect of fires, floods, tidal 
waves and hurricanes has visited one part of the country or an¬ 
other. The damage in 1938 was the most extensive ever experi¬ 
enced. Early in the year torrential rains and floods caused 
widespread service interruptions in Southern California. In 
September, all the destructive forces combined, causing a dis¬ 
aster in the eight northeastern states affecting the greatest 
number of telephones and communities since the telephone was 
invented. More than half a million telephones were silenced, 
240 communities were isolated. The wreckage of telephone 
plant put the Bell System to the greatest test it has ever been 
called upon to face—a test of the organization, of its men and 
women and of its resources of equipment and supplies. Plant 
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crews rolled into New England from as far south as Virginia, 
from as far west as Arkansas and Nebraska. More than 2,300 
trained men with 615 motor vehicles were loaned by 14 
telephone companies. Enormous quantities of materials were 
needed and were rushed in promptly by the Western Electric 
Company. The Bell Companies in the stricken area, assisted by 
the resources of the entire Bell System, successfully met the 
challenge of the catastrophe and earned the thanks of a public 
which had first hand knowledge of the difficulties to be over¬ 
come. The telephone men and women, unmindful of hardship, 
carried on with resourcefulness and courage. The result was 
an almost impossible job splendidly done. 


Research and development in the Bell Telephone Labora¬ 
tories have been carried on without diminution. During the 
year, many noteworthy investigations designed to improve, 
extend or lessen the cost of providing telephone service have 
been brought to the stage of practical applicability. 

By far the larger number of these completed developments 
relate to elements of the complex communication plant not 
directly apparent to the user of the service. Their indirect 
effects are visible only in the improved service he receives. 
Within the practical limitations of space, mention can be made 
in this Report of only a few of the more noteworthy cases. 

In local service, experience in the operation of the two 
installations of the new “crossbar” system of machine switch¬ 
ing mentioned in previous Reports has been so satisfactory 
that the system has been standardized for future use in the 
large city districts where “panel” switching has heretofore been 
the best available. Shipment of equipment to provide for 23,000 
subscribers’ lines was made in 1938 and equipment for 165,000 
lines is scheduled for 1939. Development is under way to extend 
the use of this system into other fields. 

In the field of transmission, broad band systems by which a 
large number of telephone channels can be provided over a sin¬ 
gle circuit have proven their ability to meet exacting service 
requirements and are now going into extensive commercial use. 
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Research work on the laboratory experimental coaxial 
cable and its equipment between New York and Philadel¬ 
phia has been pushed vigorously with the result that the 
first commercial trial installation, viz., a 200 mile cable 
between Stevens Point, Wisconsin, and Minneapolis, is now 
being engineered. 

Research in the field of radio telephone transmission has 
been pushed particularly in the direction of increasing the 
efficiency and reliability of transoceanic circuits in antici¬ 
pation of the adverse conditions likely to obtain in 1940 
and 1941 at the time of expected maximum effect of sun 
spot disturbance. Notable in this work is the single side band 
method previously mentioned and the development of a highly 
efficient adjustable directional antenna. One of these antennae 
two miles long is now being installed on the transatlantic 
route. 

Annihilation of distance as a barrier to telephony could not 
have been achieved except through the creation by research 
of new methods of wire and radio transmission which now 
make possible a complete mingling of methods for the best 
results in any particular service. 

Out of the radio work in 1938 and as a result of the interest 
in assisting in the improvement of civil and military aeronau¬ 
tics, came two noteworthy achievements. One was the develop¬ 
ment of an accurate instantaneous terrain clearance indicator 
by which the pilot is at all times apprised of his height above 
the ground. The other was the development of an aeroplane 
locator for use at ground stations. By dialing the frequency of 
the aeroplane radio, the airport operator may see on a map the 
direction of any aeroplane within range. These should be of 
great value in reducing hazard to planes in bad weather. 

Improvements in transmission are grounded in improve¬ 
ments in transmitters, receivers and other parts of subscribers’ 
equipment and in the improved transmitting characteristics of 
circuits. The almost instantaneous establishment of any tele¬ 
phone connection, which has come about in the past few years, 
would be impossible were it not for improvement in the reliable 
functioning of switching and control devices—many of them 
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entirely new—and in the development of efficient and economi¬ 
cal transmission channels. Further, everything must be so 
reliable that operating methods dependent on reliability can be 
established. 

All these and numerous other major factors, however, would 
not be sufficient to give the people of the United States the 
kind of service they have at the price they pay for it, were 
they not reinforced by a very great number of other physical 
things all directed to the maintenance of reliable operation, to 
the elimination of extraneous interferences, and to long life. 
Essential are the developments of control signals and the like 
which enable trained operators to expedite and guard service 
in the interest of the user and of preventive maintenance appli¬ 
ances which enable the plant forces to detect and correct in¬ 
cipient troubles before they become hazards to service. 

These are the things the Bell Telephone Laboratories is main¬ 
tained to do in addition to pioneering the use of the new things 
of science in the field of communication. 


On April i, 1938, the Federal Communications Commission 
transmitted to Congress a “Proposed Report” by the Com¬ 
missioner who had charge of the Special Investigation of Bell 
System Companies started four years ago. The Chairman of 
the Commission pointed out that this was not a report by the 
Commission, but that it would be studied with a view to de¬ 
termining the form and content of the report which the 
Commission would submit to Congress.* 

On October 25, the Commission, on its own motion, issued 
an order to the effect that the Companies might, within the 
next succeeding thirty days (later extended to forty days), file 
a brief in answer to the “Proposed Report.” This was done, 
although it was pointed out that no brief addressed to the 
“Proposed Report” could possibly serve as a substitute for 
opportunity (wholly denied to the Companies) to present evi¬ 
dence and to cross-examine the Commission’s witnesses. The 


*No report of the Commission had been submitted up to the time this report went to press 
on February 15. 
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brief set forth that the ex parte proceedings held during the 
investigation were unfair and incapable of producing reliable 
conclusions and that the “Proposed Report” was incorrect, 
incomplete and contained unsound recommendations. 


During the year, preparations were completed and suitable 
structures erected for Bell System exhibits at the Golden Gate 
International Exposition in San Francisco and the New York 
World’s Fair of 1939. At both expositions nation wide telephone 
facilities will be demonstrated by inviting visitors, chosen at 
random, to place long distance calls to any listed telephone in 
the United States, while hundreds of other visitors listen 
through extra telephones. When one of these calls terminates 
in the telephone of a non-Bell company, the connection will be 
made through the courtesy of that company by agreement with 
the United States Independent Telephone Association. Also, 
thousands of visitors each day will be able to test their own 
hearing, using appliances resulting from our fundamental re¬ 
searches in speech and hearing. A spectacular exhibit will 
be the “Voder,” an instrument with fourteen keys and 
levers which creates speech when played by a trained opera¬ 
tor. Other exhibits will show the progress in telephonic com¬ 
munication by the display or demonstration of the most recent 
equipment. 


While telephone employment is relatively stable, it is never¬ 
theless affected by changes in general business conditions 
which in turn react on the amount of telephone work. Thus 
with the improvement in business conditions, there was a net 
increase of about 14,600 employees in 1936 and 12,700 in 1937. 
With less favorable conditions in 1938, there was a decrease of 
11,000, and the total number of employees of the American 
Telephone and Telegraph Company and the principal tele¬ 
phone subsidiaries on December 31, 1938 was 257,400. 

It is of interest to know what is happening in a relatively 
stable enterprise when there is a decrease in the number of 
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employees. During 1938, 10,700 regular employees resigned, 
4,100 were laid off, 1,900 were dismissed, 1,100 retired and 700 
died. During the year, 6,500 regular employees were added. 
The turnover in this force was about 7 per cent. 

There is quite a little seasonal and other temporary work and 
to handle this in 1938,17,000 temporary employees were added 
to the payroll and 16,000 deducted, a net gain of 1,000 during 
the year. On December 31, 1938, there were 8,600 temporary 
employees. 

The payroll of the American Telephone and Telegraph Com¬ 
pany and its principal telephone subsidiaries for the year was 
$475,75°, 000 , an increase of about $12,100,000 over 1937. This 
larger payroll for a smaller number of employees was partly 
due to the full effect of general wage increases made during 1937 
and partly to increases, mainly to vocational employees, on 
account of improving skill and efficiency in the performance 
of their work. 

Present telephone personnel is the most experienced and 
seasoned that has ever provided telephone service. On 
the average, both men and women of the System are now 
older in the service, as well as in age, than at any previous 
period. 

Manufacturing work is fundamentally less stable than tele¬ 
phone operation. With any falling off in telephone growth, 
there is an immediate reduction in demand for new telephone 
plant and hence for manufactured products which go into that 
plant. Much effort has been devoted to the problem of reduc¬ 
ing fluctuations in telephone manufacturing employment and 
progress has been made. Further improvement is hoped for and 
every effort is being directed to that end. During 1938, how¬ 
ever, it was necessary for the Western Electric Company not 
only to reduce its number of employees but to shorten work 
time somewhat. 

At the end of 1938, total employees of the Bell System, in¬ 
cluding the Western Electric Company and the Bell Telephone 
Laboratories, were 292,300. This number is 24,300 less than at 
the end of 1937, and the reduction offsets the gain made during 
the latter year. Total payroll for the year, including operating, 
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construction, manufacturing and laboratory personnel was 
^564,100,000, an increase of $3,200,000 over 1937. 


The Plan for Employees’ Pensions, Disability Benefits and 
Death Benefits is now twenty-six years old, having been es¬ 
tablished January 1, 1913. The purpose of this Plan since its 
inception has been to further the efficient and economical oper¬ 
ation of the business by maintaining an organization having 
sustained vitality and one in which the employees have a feel¬ 
ing of security. Telephone service involves the human element 
to an unusual degree and can only function satisfactorily 
through well-trained forces maintained at a high level of morale 
and efficiency. To insure such an organization the Plan makes 
reasonable provisions for systematically assisting employees in 
mitigating the hardships resulting from the common hazards of 
accident, sickness, superannuation and death. 

The sickness and disability benefits aid in stabilizing em¬ 
ployee income and the death benefits assist the dependents in 
necessary adjustments of living arrangements. The provision 
for pensions permits the retirement of all employees who have 
been long in the business and have reached an advanced age. 
By such retirements the vitality of the organization as a whole 
is maintained and its efficiency and morale is promoted. Years 
of experience have shown that this Plan is the most economical 
means for meeting the inevitable problem of superannuation. 

Next to good wages and favorable working conditions, 
nothing in Bell System employment is valued more highly by 
the employees nor contributes more to the success of the busi¬ 
ness and to the giving of good telephone service than the 
Pension and Benefit Plan. 

The Plan is non-contributory, all the costs being paid by the 
Companies. Expenditures thereunder, other than service pen¬ 
sions, are charged directly to expenses on a pay-as-you-go 
basis. Service pensions are provided for in advance by accruing 
on an actuarial basis amounts which are charged to ex¬ 
pense and paid into the Pension Trust Funds from which, in 
turn, pensions are paid. For the Bell System, the Western 
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Electric Company and the Bell Telephone Laboratories, there 
was an aggregate of $249,600,000 in these Funds at the end of 
1938. These Trust Funds are solely and irrevocably dedicated 
to service pension purposes. 

The Plan for Employees’ Pensions, Disability Benefits and 
Death Benefits applies to all employees alike who meet the 
eligibility requirements as stated therein. Employees who have 
attained the age of 60 (women 55) and have completed 20 or 
more years of service may retire on pension at their own option, 
and all must retire at 65. Pensions are computed at 1 per cent 
for each year of service based on the average annual pay gener¬ 
ally for the last 10 years. 

For the Bell System, the Western Electric Company and the 
Bell Telephone Laboratories combined, there were 8,210 re¬ 
tired employees on the service pension rolls at the end of the 
year. The total amount of service pensions paid from the 
Pension Trust Funds in 1938 was $6,813,000. At the same time 
pension accruals, actuarially determined, amounting to 
$16,179,000, or 2.9 per cent of the payroll, were paid into the 
Pension Trust Funds. 

Other payments made in 1938 under the Plan were: 


Sickness disability benefits 
Accident disability benefits 
Death benefits 
Disability pensions 

Total 


$ 5,460,000 
562,000 
1,780,000 
417,000 

$ 8,219,000 


While the Pension and Benefit Plan aids employees in meet¬ 
ing certain contingencies, it was not designed to relieve them 
wholly from the responsibility of making their own provisions 
for unforeseen emergencies, dependents and old age according 
to their personal needs and abilities to save. Therefore, Em¬ 
ployee Thrift Plans are maintained by the Companies to help 
employees help themselves by making individual thrift activi¬ 
ties easy and convenient through payroll allotments for personal 
savings, life insurance and investment. Participation in these 
plans is wholly voluntary and the employee determines the 
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amount and purpose of each allotment and may enter, with¬ 
draw from or re-enter any of the Plans at any time. 

At the end of 1938, about 87,000 employees of the Bell Sys¬ 
tem, the Western Electric Company and the Bell Telephone 
Laboratories were having regular allotments from pay in 
amounts specified by them deposited to their accounts in sav¬ 
ings institutions. Under the Insurance Plans through which 
monthly premium payments are made by pay allotments and 
forwarded to insurance companies, 76,800 employees were 
carrying standard life insurance policies at the end of 1938. The 
amount of premiums paid during the year was 17,294,000 and 
the amount of insurance in effect at the end of the year was 
$230,000,000. In addition some 6,300 annuity contracts were 
carried by employees, and the premiums paid on such contracts 
during the year amounted to $693,000. Monthly allotments 
were also made by 1,700 employees, veterans of the World 
War, who are paying for approximately $8,000,000 of United 
States Government Insurance. During 1938, a payroll allot¬ 
ment arrangement was established through which savings may 
be set aside directly for investment through the purchase of 
United States Savings Bonds. By the end of 1938, about 21,000 
employees had made aggregate allotments of $879,000 under 
this Plan. All these figures represent only that part of current 
employee thrift activities which is handled through payroll 
allotment plans. Obviously, employees have savings, insurance 
and other investments which they have accumulated directly. 


The Theodore N. Vail Memorial Fund provides for annual 
awards in recognition of unusual acts of service. This year, one 
gold medal with $500, and thirty-two bronze medals, all with 
accompanying citations, were awarded. 

Gold Medal Award 

HELEN ROSALIE SULLIVAN 
(Posthumous Award) 

Private Branch Exchange Operator , 

Jersey City, New Jersey 

For supreme courage, loyalty and devotion to duty during 
a serious fire. 
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Four special bronze plaques were awarded to groups of em¬ 
ployees in recognition of their skill, courage and devotion to 
duty in performing acts of noteworthy public service along the 
Ohio River Valley during the flood of January, 1937, as follows: 

All Employees of The Cincinnati and Suburban Bell Telephone 
Company . 

All Employees of the Citizens Telephone Company. 

Employees of the Indiana Bell Telephone Company along the Ohio 
River Valley. 

Employees of the Southern Bell Telephone and Telegraph Company 
along the Ohio River Valley in Kentucky. 


It is to the everlasting credit of the men and women of the 
Bell System that in every emergency they rise to great heights 
of unselfish devotion to the tradition that the message must 
get through.” This was signally demonstrated in the extraor¬ 
dinary test growing out of the destructive hurricane that swept 
the New England States in September. There the efforts to 
restore service were dramatic. But there are many emergen¬ 
cies of vital importance to those involved occurring almost 
hourly somewhere in this land, and it is the calm handling of 
literally thousands of such cases which continuously tests the 
mettle and morale of the organization and by which the service 
is really appraised. From comments received, it is believed that 
the public has a high appreciation of the organization’s sus¬ 
tained effort to serve it effectively. 

For the Directors, 

WALTER S. GIFFORD, 

President 
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BELL SYSTEM 


TELEPHONES - BELL SYSTEM AND CONNECTING 

IN MILLIONS 



BELL SYSTEM LONG-DISTANCE TELEPHONE SERVICE* * 
22 YEARS OF PROGRESS IN REDUCING CHARGES AND IMPROVING SERVICE 

20 LARGEST CITIES IN THE UNITED STATES 

AVERAGE CHARGE 
BETWEEN 
THESE CITIES 
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*This chart shows at intervals over a 22-year period the average charge, at day rates, for 
three-minute long-distance “station-to-station” calls between the 20 largest cities in the 
United States. 1916 was the first year in which all the 20 cities were interconnected by tele¬ 
phone. The average air line distance between these cities is 970 miles. The insert shows the 
average number of minutes required to establish a long-distance connection in these 20 cities. 
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BELL SYSTEM FINANCIAL STATEMENTS 

The Bell System Financial Statements which follow on pages 20 to 24, inclusive, 
consolidate the accounts of the American Telephone and Telegraph Company and 
its principal telephone subsidiaries listed on page 31, Section I. The subsidiaries 
so consolidated comprise all operating telephone companies having total assets in 
excess of $1,000,000 each in which the American Telephone and Telegraph Com¬ 
pany owns, directly or indirectly, securities representing more than 50% of the 
voting power. The proportionate interest of the companies consolidated in sub¬ 
sidiaries not consolidated, including Western Electric Company, Inc., is included 
in the Consolidated Balance Sheet in the aggregate of the equities applicable 
thereto as computed from the accounts of these subsidiaries, and the propor¬ 
tionate interest in their earnings for the year is included in “Other Income’’ in 
the Consolidated Income Statement. 

The companies consolidated have for many years maintained their accounts in 
accordance with Uniform Systems of Accounts prescribed for telephone companies 
by Federal authorities. The System of Accounts now in use was prescribed by the 
Federal Communications Commission, effective January 1, 1937. 

Telephone Plant is shown in the Consolidated Balance Sheet in the aggregate of 
the amounts at which it is carried in the accounts of the individual companies 
consolidated. For the companies in the consolidated group, intercompany security 
holdings, intercompany receivables and payables, and intercompany items of 
income and expense, except minor items which cannot readily be identified, are 
excluded. In the elimination of intercompany security holdings, the difference 
between the aggregate cost of such securities to the companies owning them and 
the aggregate par or stated value of such securities has been applied to reduce the 
combined surplus accounts of the companies consolidated. 

Most of the telephone equipment, apparatus and materials used by the com¬ 
panies consolidated has been manufactured or procured for them by Western 
Electric Company, Inc., under contracts providing that the prices paid shall be 
as low as Western Electric Company’s prices to its most favored customers for 
like materials and services under comparable conditions. These items have been 
entered in the accounts of the telephone companies at cost to them and are in¬ 
cluded in these consolidated Financial Statements at such cost. This cost includes 
the return realized by Western Electric Company on its investment devoted to 
this business. 

In the course of rearranging operating territories or properties, there have been 
over the years, sales of plant between companies whose accounts are consolidated 
herein. Certain of these sales (relatively small in amount as compared with total 
plant) resulted at the time of sale in direct credits to the Surplus accounts of the 
selling companies, but only such portions of these credits as pertain to plant not 
yet retired or as have not otherwise been extinguished remain in Consolidated Surplus. 
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BELL SYSTEM FINANCIAL STATEMENTS 

(Consolidating the accounts of the American Telephone and Telegraph Company 
and its Principal Telephone Subsidiaries) 


Consolidated Balance Sheet 


ASSETS 


PLANT AND OTHER INVESTMENTS 

Telephone Plant (a)_ 

Comprised of land and buildings, rights of way, poles, 
wire, cable, underground conduit, switchboards, tele¬ 
phones, office furniture, vehicles, tools, etc. At December 
SI, 19S8 this property was classified in the accounts of 
the companies as follows: 

Telephone Plant in Service_$4,428,375,840 

Telephone Plant under Construction_ 33,282,556 

Property Held for Future Telephone Use 12,286,465 
Telephone Plant Acquisition Adjustment 15,132,826 

Miscellaneous Physical Property__ 

Investments in Subsidiaries not consolidated (b)_ 

Equities in Subsidiaries not consolidated in excess of 

investments therein (c)... 

Other Investments (d)_ 

Principally investments in non-controlled telephone 
companies. 

Sinking Funds____ 

Total Plant and Other Investments__ 


December 31, 1938 

$4,489,077,687 


23,780,033 

197,977,709 

17,788,256 

73,863,877 


2,075,000 

$4,804,562,562 


CURRENT ASSETS 

Cash and Deposits___ $ 94 , 725,991 

Temporary Cash Investments_ 41 , 239,500 

Principally United States Government obligations. Mar¬ 
ket value, December SI, 19S8, $41,S14,000. 

Current Receivables _ 102 , 970,588 

Amounts due for service (less reserves for uncollectible 
accounts), working advances, interest and dividends re¬ 
ceivable, etc. 

Material and Supplies.. 47 , 169,154 

Principally for construction and maintenance purposes. 

Total Current Assets.. $ 286 , 105,233 

DEFERRED DEBITS 

Unamortized Debt Discount and Expense. $ 10 , 958,245 

Prepayments of Rents, Taxes, Directory Expenses, 
etc. _ 10 , 798,901 

Other Deferred Debits.. 6 , 637,974 

Total Deferred Debits...... $ 28 , 395,120 

Total Assets - $ 5 , 119 , 062,915 


December 31, 1937 
$4,389,548,887 


25,074,810 

202,991,969 

16,198,181 

74,713,509 


2,076,693 

$4,710,604,049 


$ 62,689,998 

103,218,109 


99,939,516 


51,660,701 


$ 317,508,324 


$ 10,508,947 

10,816,942 
8,370,800 
$ 29,696,689 

$5,057,809,062 


See page 24 for explanatory notes (a) to (g) inclusive, to this Balance Sheet. 
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BELL SYSTEM FINANCIAL STATEMENTS 


(Consolidating the accounts of the American Telephone and Telegraph Company 
and its Principal Telephone Subsidiaries) 


Consolidated Balance Sheet—Continued 


LIABILITIES 

CAPITAL STOCK (See page 32) 

American Telephone and Telegraph Company: 

Capital Stock (Common)___ 

Premiums on Capital Stock..... 

Amount received in excess of par value. 

Subsidiaries Consolidated : 

Common Stocks held by public_ 

Preferred Stocks held by public__ 

Total Capital Stock.... 

FUNDED DEBT (See page 52) 

American Telephone and Telegraph Company_ 

Subsidiaries Consolidated (e). 

Total Funded Debt._ 

NOTES SOLD TO TRUSTEE OF PENSION FUNDS (f) 

American Telephone and Telegraph Company- 

Subsidiaries Consolidated_ 

Total Notes_ 

CURRENT AND ACCRUED LIABILITIES 

Bonds presently payable__ 

Accounts payable___ 

Advance billing for service and customers } deposits.. 

Dividends payable_ 

Other current liabilities------- 

Taxes accrued (g)___ 

Interest accrued_ 

Total Current and Accrued Liabilities. 

DEFERRED CREDITS -- 

DEPRECIATION AND AMORTIZATION 

RESER VES ----. 

Provision to meet loss of investment in Telephone Plant 
upon its ultimate retirement f rom service. 

SURPLUS APPLICABLE TO STOCKS OF SUB - 
SI DIARIES CONSOLIDATED HELD BY PUBLIC .... 

SURPLUS APPLICABLE TO STOCK OF AMERICAN 
TELEPHONE AND TELEGRAPH COMPANY 

Surplus Reserved_ 

Comprised, at December 51, 1958, of $63^64,444 re¬ 
served against general contingencies by American Tele¬ 
phone and Telegraph Company and $7,922,717 reserved 
by subsidiaries consolidated, principally against contin¬ 
gency of refunds of revenues collected. 

Unappropriated Surplus... 

Total Reserved and Unappropriated Surplus. 

(See page 23) 

Total Liabilities.—-- 


December 31, 1938 

$1,868,679,400 

269,975,028 


85,798,561 

42,854,950 

$2,267,307,939 


$ 430,170,700 
524,462,035 

$ 954,632,735 


$ 7,922,580 

113,613,944 

$ 121,536,524 


49,635,024 
22,472,097 
42,950,512 
4,894,383 
77,079,947 
8,111,633 
$ 205,143,596 
$ 5,541,203 


$1,253,081,519 


$ 3,021,303 


$ 71 , 187,161 


237,610,935 
$ 308,798,096 


$5,119,062,915 


December 31, 1937 

$1,868,679,400 

269,975,028 


85,798,853 

65,140,450 

$2,289,593,731 


$ 430,170,700 
441,338,480 

$ 871,509,180 


$ 10,889,266 

128,610,191 

$ 139,499,457 


$ 12,923,000 

52,520,159 
21,746,118 
43,372,039 
6,501,524 
72,354,284 
7,407,418 

$ 216,824,542 
$ 3^998,263 


$1,198,516,028 


$ 3,317,751 


$ 85,303,237 


249,246,873 
$ 334,550,110 


$5,057,809,062 


For statement as to certain contingent liabilities see note (h) on page 24. 

C. A. HEISS, Comptroller 
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BELL SYSTEM FINANCIAL STATEMENTS 

(Consolidating the accounts of the American Telephone and Telegraph Company 
and its Principal Telephone Subsidiaries) 

Consolidated Income Statement 


OPERATING REVENUES 

Local Service Revenues.. 

Revenues from local exchange service. 

Toll Service Revenues.. 

Revenues from long distance and local toll service. 

Miscellaneous Revenues __ 

Revenues derived from directory advertising, rents and 
miscellaneous sources 

Less: Uncollectible Operating Revenues. 

Provision for revenues which may he uncollectible. 
Total Operating Revenues (i).. 

OPERATING EXPENSES 

Current Maintenance.. 

Cost of inspection, repairs and rearrangements required 
to keep the plant and equipment in good operating con¬ 
dition. 

Depreciation and Amortization Expense. 

Provision to meet loss of investment when depreciable 
property is retired from service, based on rates designed 
to spread this loss of investment uniformly over the ser¬ 
vice life of the property. Such provision represented ap¬ 
proximately 8.9% of average investment in depreciable 
plant in service during 1988 and 4.1% during 1987. 

Traffic Expenses_ 

Costs incurred in the handling of messages, principally 
operators’ wages. 

Commercial Expenses _ 

Costs incurred in business relations with customers; pay 
station commissions; also the cost of directories, sales 
activities, advertising, etc. 

Operating Rents_ 

Rents for the use of buildings, poles, condmts and other 
facilities. 

General and Miscellaneous Expenses : 

General Administration- 

Accounting and Treasury Departments.... 

Development and Research (j).. 

Provision for Employees ’ Service Pensions (k)_ 

Employees ’ Sickness, Accident, Death and Other Benefits 

Other General Expenses.... 

Less: Expenses Charged Construction. 

Total Operating Expenses....... 

Net Operating Revenues (carried forward) . 


Year 1938 

Year 1937 

$ 713,084,657 

$ 703,443,830 

311,663,707 

321,502,556 

33,025,243 

30,387,239 

5,115,775 

3,954,282 

$1,052,657,832 

$1,051,379,343 

$ 207,979,688 

$ 203,528,183 

157,508,634 

161,601,522 


161,178,111 

158,813,527 

85,937,289 

84,194,049 

13,390,016 

13,4S1,511 

14,279,148 

38,248,916 

10,011,894 

13,290,204 

7,663,287 

13,476,899 

5,919,663 

14,303,575 
37,510,194 
9,234,706 
12,441,68C 
7,538,269 
11,799,704 
5,967,476 

$ 717,044,423 

$ 708,479,450 

$ 335,613,409 

$ 342,899,893 


See page 24 for explanatory notes (i), (j) and (k) to this Income Statement. 
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BELL SYSTEM FINANCIAL STATEMENTS 

(Consolidating the accounts of the American Telephone and Telegraph Company 
and its Principal Telephone Subsidiaries) 


Consolidated Income Statement—Continued 


Net Operating Revenues (brought forward ) . 

OPERATING TAXES 

Federal Income. 

Social Security (Excludes $2£84,011 in 1938 and $1,747,- 

709 in 1937 charged Construction ) . 

Other—Principally state and local (Excludes $34,763 
in 1938 and $19,034 in 1937 charged Construction ) - 

Total Operating Taxes.-.. 

Net Operating Income-- 

OTHER INCOME 

Dividends from subsidiaries not consolidated- 

Proportionate interest in earnings or deficits (after 

dividends) of subsidiaries not consolidated. 

Dividends from non-controlled companies. 

Interest, and miscellaneous items—Net. 

Total Income. 

INTEREST DEDUCTIONS --- 

AMORTIZATION OF DEBT DISCOUNT AND EX ¬ 
PENSE AND OTHER FIXED CHARGES .- 

Net Income- 

NET INCOME APPLICABLE TO STOCKS OF SUB ¬ 
SIDIARIES CONSOLIDATED HELD BY PUBLIC 

Preferred Stocks .... 

Common Stocks____ 

NET INCOME APPLICABLE TO AMERICAN TEL . 
AND TEL . CO . STOCK *.-. 

DIVIDENDS ON AMERICAN TEL . AND TEL . CO . 

STOCK .- .-.-. 

.Balance for Consolidated Surplus applicable to 
American Tel. and Tel. Co. stock.. 


Year 1938 
$335,6 13,409 

$ 34,045,491 

16,634,246 

94,433,326 

$145, 113,063 

$190,500,346 

$ 4,953,278 

2,369,635 

4,268,379 

4,607,838 

$206,699,476 
$ 41,801,746 

607,117 

$164,290,613 


$ 3,636,066 
5,111,403 

$155,543,144 

168,181,146 
]$ 12,638,002 


Year 1937 
$342,899,893 

$ 30,756,999 

12,064,067 

93,096,125 

$135,917,191 

$206,982,702 

$ 19,924,625 

1,461,891 

4,303,074 

3,303,879 

$235,976,171 
$ 41,939,686 

646,206 

^193^390,279 

$ 5,340,293 
5 , 707,120 

$182,342,866 

168,180,906 
$ 14,161,960 


* Equivalent to $8.32 per share in 1938 and $9.76 per share in 1937. 
f Negative amount. ^ 


Statement of Consolidated Surplus (Reserved and Unappropriated) Applicable to 
American Telephone and Telegraph Company Stock—Year 1938 


Balance — December 31, 1937---------- $334,550,110 

Miscellaneous additions ...~.— 133,958 

Total ..-... .I ___ $334,684,068 

Deductions : 

Dividends charged against Surplus...~.—.....--- $ 12,638,002 

Unamortized discount extinguished and premium paid on securities retired— 3,481,280 

Refunds of revenues collected in prior years (including interest thereon) upon 

final determination in 1938 of certain rate cases.. 6,808,325 

Miscellaneous deductions .. 2,958,365 

Total .... $ 25,885,972 

Balance — December 31, 1938}:.... $308,798,096 

\ For statement as to certain contingent liabilities see note (h) on page 24. 


C. A. HEISS, Comptroller 
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BELL SYSTEM FINANCIAL STATEMENTS 

Explanatory Notes Relating to 
Consolidated Balance Sheet and Income Statement 


(a) The Uniform System of Accounts for Telephone Companies prescribed by the Federal Communica¬ 
tions Commission requires, with certain exceptions, that the accounts “Telephone Plant in Service,” 
“Telephone Plant under Construction” and “Property Held for Future Telephone Use” show the 
original cost of property at the time of its first dedication to the public use, whether by the account¬ 
ing company or bv a predecessor owner. The total here shown for Telephone Plant, which includes 
the amount classified as “Telephone Plant Acquisition Adjustment,” represents substantially the 
cost of the plant to the individual companies. Expenditures for patents have been charged off as 
incurred and thus are not included in the asset accounts. 

(b) These investments are, with minor exceptions, stated at cost. On December 31, 1938, securities in¬ 
cluded herein at $28,362,503 were hypothecated or pledged under certain bond indentures. 

(c) This item represents the net amount by which the interest of the companies consolidated in the sub¬ 
sidiaries not consolidated (as computed from the accounts of such subsidiaries) exceeds their invest¬ 
ment therein. 

(d) Stated at cost, except for minor items carried at depreciated or nominal values. Securities included 
herein at $6,805,634 on December 31, 1938, were hypothecated or pledged under certain bond 
indentures. 

(e) Includes at December 31, 1938, $62,868,035 maturing in 1939. 

(f) 4% demand and one-year notes held by Trustee as an investment of pension funds not presently 
required to meet pension payments. Under present arrangements with the Trustee, the companies 
expect to retire approximately $5,000,000 of these notes during 1939. 

(g) federal income tax returns of American Telephone and Telegraph Company and most of its sub¬ 
sidiaries have not been closed for years subsequent to 1932. 

(h) At December 31, 1938, five of the subsidiaries consolidated had contingent liabilities in respect of 
certain revenues collected during all or part of the period 1932 to 1938, inclusive, which may be 
subject to refund upon the final disposition of pending rate cases. The total amounts involved, in¬ 
cluding interest, are estimated not to exceed $8,000,000, and against the contingency of such refunds, 
if any, Surplus has been reserved by these subsidiaries in the amount of $6,172,717. 

1 he Consolidated Financial Statements contain no specific provision in respect of the following: 

1. A guarantee covering payment of notes in the amount of $3,159,488, secured by collateral, un¬ 

dertaken by the New Jersey Bell Telephone Company. 

2. Certain claims made by municipalities for taxes under local laws as to which the companies con¬ 

cerned deny liability. While in the aggregate these claims are for substantial amounts, the 
companies involved do not consider that ultimate liability thereunder, if any, would be ma¬ 
terially important in relation to their assets or earnings. 

3. Pending litigation in which the telephone companies are defendants involving claims for substan¬ 

tial amounts since it is the opinion of counsel for the companies that it is improbable that 
the claims thereunder can be sustained. 

(i) Revenues shown include relatively minor amounts subject to possible refund in the event of adverse 
decisions in pending rate cases. 

(j) Cost of development and research work carried on in behalf of the American Telephone and Tele¬ 
graph Company by Bell Telephone Laboratories. 

(k) Includes $2,306,056 in 1938 and $1,952,904 in 1937 due to an increase in the current accrual rates by 
certain of the subsidiaries consolidated, the accounting for which is under consideration by the. 
Federal Communications Commission. 
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CERTIFICATE OF AUDIT 


New York, N. Y., February 14, 1939 


American Telephone and Telegraph Company, 

195 Broadway, New York, N. Y. 

We have made an examination of the balance sheet of American Tele¬ 
phone and Telegraph Company as at December 31,1938, and of its income 
statement for the year 1938, and we have also made an examination of the 
consolidated balance sheet of American Telephone and Telegraph Com¬ 
pany and its principal telephone subsidiaries as at December 31, 1938, and 
of their consolidated statements of income and surplus for the year 1938. 
In connection therewith, we examined or tested accounting records of the 
company and of its subsidiaries consolidated and other supporting evidence 
and obtained information and explanations from officers and employees of 
these companies; we also made a general review of the accounting methods 
and of the operating and income accounts for the period but we did not 
make a detailed audit of the transactions. 

Examinations of similar scope have been made by us of the balance 
sheets as at December 31, 1938, and of the statements of income and sur¬ 
plus for the year 1938 of the principal nonconsolidated subsidiaries of 
American Telephone and Telegraph Company, except Western Electric 
Company, Incorporated, and its subsidiaries, and we have reviewed ac¬ 
counting reports rendered to American Telephone and Telegraph Company 
by all other nonconsolidated subsidiaries for the year 1938. The consoli¬ 
dated balance sheet of Western Electric Company and its 100% directly- 
owned subsidiaries as at December 31, 1938, and the consolidated state¬ 
ments of income and surplus of these companies for the year 1938, with 
certificate of examination thereof by other independent accountants, have 
been furnished to us. 

In our opinion, based upon such examination, the financial statements of 
American Telephone and Telegraph Company (pages 26 to 28) and the 
consolidated financial statements of American Telephone and Telegraph 
Company and its principal telephone subsidiaries (pages 19 to 24) fairly 
present respectively, in accordance with accepted principles of accounting 
consistently maintained by the companies for the period under review, the 
position at December 31, 1938, and the results of operations for the year 
1938 of American Telephone and Telegraph Company and the consolidated 
position at December 31, 1938, and the consolidated results of operations 
for the year 1938 of that company and its principal telephone subsidiaries. 

Lybrand, Ross Bros. & Montgomery 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Balance Sheet 

ASSETS 


PLANT AND OTHER INVESTMENTS 


December 31, 1938 December 31, 1937 


Telephone Plant (a)___ 

Comprised of land and buildings, rights of way, poles, 
wire, cable, underground conduit, switchboards, office 
f urniture, vehicles, tools, etc. At December SI, 19S8 this 
property was classified in the accounts as follows: 


Telephone Plant in Service_ $ 437,179,282 

Telephone Plant under Construction. 3,681,874 

Property Held for Future Telephone Use 340,147 

Telephone Plant Acquisition Ad j ustment 1,320,089 

Investments in Subsidiaries (at cost ) (b)...... 

Stocks . $2,218,460,944 

Notes and Advances.-. 154,587,372 

Other Investments (at cost ) (b). 

Stocks ... $ 41,699,064 

Notes _ 1,100,800 

Miscellaneous Physical Property_ 169,398 


Sinking Funds_ 

Total Plant and Other Investments_ 


CURRENT ASSETS 

Cash and Deposits_ 

Temporary Cash Investments__ 

United States Government obligations. Market value, 
December SI, 1938 , $38,465,900. 

Current Receivables___ 

Amounts due for service (less reserve for uncollectible 
accounts), interest and dividends receivable, working 
advances, etc. 

Material and Supplies. 

Pnncipally for construction and maintenance purposes. 

Total Current Assets.... 


DEFERRED DEBITS 

Unamortized Debt Discount and Expense. 

Other Deferred Debits... 

Prepayments of rents, taxes, insurance, etc.; deposits 
with workmen’s compensation commissions; and miscel¬ 
laneous items the final disposition of which had not been 
determined at close of year. 

Total Deferred Debits__ 

Total Assets- 


$ 442,521,392 

$ 438,503,758 

2,373,048,316 

2,367,510,620 

42,969,262 

44,037,709 

500,000 

500,000 

$2,859,038,970 

$2,850,552,087 

$ 58,451,335 

38,460,036 

$ 30,070,915 

97,323,678 

13,173,298 

13,649,472 

5,115,059 

5,633,496 

$ 115,199,728 

$ 146,677,561 

$ 2,386,530 

1,849,974 

$ 2,489,603 

2,955,314 

$ 4,236,504 

$ 5,444,917 


$2,978, 4 75,202 $3,002,674,565 


(a) For note (a) see page 24. 

(b) For detailed list of investments in securities see page 29. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Balance Sheet—Continued 


LIABILITIES 

CAPITAL STOCK 

Common Stock— par value ($100 per share)—. 

Authorized, 25,000,000 shares; outstanding, 18,686,794 
shares. 

Premiums on Capital Stock.... 

Amount received in excess of par value. 

Total Capital Stock..... 

FUNDED DEBT (See page 82) --- 

NOTES SOLD TO TRUSTEE OF PENSION FUND (c) 

CURRENT AND ACCRUED LIABILITIES 

Bonds Presently Payable---- 

Dividend Payable After Close of Year. 

Accounts Payable ---. 

Interest and Taxes Accrued--- 

Total Current and Accrued Liabilities... 

DEFERRED CREDITS --- 

DEPRECIATION AND AMORTIZATION RESERVES 

Provision to meet loss of investment in Telephone Plant 
upon its ultimate retirement from service. 

SURPLUS 

Surplus Reserved_ 

Amount reserved against general contingencies. 

Unappropriated Surplus-- 

Total Reserved and Unappropriated Surplus— 


Analysis of decrease during 1938: 

Dividends charged against Surplus. $15,753,118 

Provision against loss on advances to 

Eastern Tel. & Tel. Co. 1,400,000 

Miscellaneous Deductions —. 251,664 


Total Deductions..—. $17,404,782 

Miscellaneous Additions. 26^13 

Net Decrease _ $17,378,569 


Total Liabilities 


December 31, 1938 
$1,868,679,400 

269,975,028 

$2,138,654,428 
$ 430,170,700 
$ 7,922,580 

$ 

42,045*287 

4,481,547 

11,855,479 

$ 58,382,313 

$ 1,294,130 

$ 123,499,264 


$ 63,264,444 

155,287,343 
$ 218,551,787 


December 31, 1937 
$1,868,679,400 

269,975,028 

$2,138,654,428 
$ 430,170,700 
$ 10,889,266 

$ 12,923,000 

42,045,287 
5,616,886 
10,143,780 

$_ 70,728,953 

$ 1,331,343 

$ 114,969,519 


$ 64,664,444 

171,265,912 
$ 235,930,356 


$2,978,475,202 $3,002,674,565 


(c) 4% demand notes held by Trustee as an investment of pension funds not presently required to 
meet pension payments. Under present arrangements with the Trustee, the Company expects to 
retire approximately $550,000 of these notes during 1939. 

Notes: 

No specific provision has been made in the accounts in respect of a contingent liability to the City 
of New York for taxes imposed under Local Law No. 19 of 1933, and subsequent similar laws. 
While the City has made claims of substantial amount in this connection, the Company denies 
liability for such taxes. Also no specific provision has been made for contingent liabilities in 
connection with pending litigation in which the Company is a defendant involving claims for 
substantial amounts since it is the opinion of its counsel that it is improbable that the claims 
thereunder can be sustained. 

The Company is surety on a bond executed by The Ohio Bell Telephone Company (a subsidiary) as 
principal, to secure the payment of certain rate refunds. These refunds are in process of payment 
by the subsidiary, the remaining liability on December 31, 1938 being approximately $5,300,000. 
Federal income tax returns of the Company have not been closed for the years subsequent to 1932. 


C. A. HEISS, Comptroller. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Income Statement 

OPERA TING RE VENUES Year 1938 

Toll Service Revenues- $ 85,311,996 

Message tolls and private line service revenues . 

License Contract Revenues... 14 463 707 

Payments received for services furnished telephone com ¬ 
panies under License Contracts . 

Miscellaneous Revenues ____ 4 343 544 

Less: Uncollectible Operating Revenues. *715*156 

Total Operating Revenues....... $103,374,191 

OPERATING EXPENSES (a) 

Current Maintenance....... $43 284 613 

Depreciation and Amortization Expense_ 16,6421917 

Traffic Expenses _ 7*23o]758 

Commercial Expenses.. 3*665077 

Operating Kents . ll’57(i!o79 

General Administration... 6,298,135 

Accounting and Treasury Expenses. 3*633*667 

Development and Research (b).. 10,oil,*894 

Provision for Employees ’ Service Pensions.. 884,453 

Employees ’ Sickness, Accident, Death and Other 

Benefits - 581,770 

Other General Expenses.. 4 320 825 

Less: Expenses Charged Construction__ *239*250 

Total Operating Expenses.. $ 79,890,938 

Net Operating Revenues-- $ 23,483,253 

OPERATING TAXES 

Federal Income —-- $ 4,926,700 

Social Security (Excludes $ 78,916 in 19 S 8 and $ 66,499 

m 19 S 7 charged Construction ) ___ 1,263 452 

Other—Principally state and local__ 6*115,094 

Total Operating Taxes.. $ 12,305,246 

Net Operating Income.. $ 11,178,007 

DIVIDEND INCOME . 147,896,567 

INTEREST INCOME - 9,585,533 

O THER INCOME—NET - 413,340 

Total Incomb- $169,073,447 

INTEREST DEDUCTIONS (c)- 16,645,419 

Net Income (d). $152,428,028 

DIVIDENDS DECLARED .. 168,181,146 

Balance transferred to Surplus—... ( e )$ 15 , 758,118 


Year 1937 
$ 89,185,326 

14,375,057 


4,364,975 

585,827 

$107,339,531 


$ 18,579,198 
17,379,956 
7,173,421 
2,966,535 
11,407,236 
6,353,168 
3,533,378 
9,234,706 
854,057 

471,849 

1,263,688 

265,323 

$ 78,951,869 
$ 28,387,662 


$ 2,921,612 

877,408 

6,304,577 

$ 10,103,597 
$ 18,284,065 
171,855,965 
6,996,285 
673,880 
$197,810,195 
17,975,380 
$179,834,815 
168,180,906 
$ 11,653,909 


(a) The greater part of Operating Expenses are incurred in connection with the Company’s long 
distance communication services, but such expenses also include substantial amounts incurred in 
the performance of License Contract services furnished telephone companies. 

(b) Cost of development and research work carried on in behalf of the Company by Bell Telephone 

Laboratories. r 

(c) Includes $102,248 in 1938 and $99,519 in 1937 for amortization of debt discount and expense. 

(d) Net Income of the Company by itself, for 1938 and 1937, is less by $3,115,116 and $2,508,051, 
respectively, than the Company’s proportion of the consolidated Net Income of the Bell System 
for these years as shown on page 23. 

(e) Negative amount. 


C. A. HEISS, Comptroller. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Investments, including Notes and Advances, in Subsidiary and Other Companies 

at December 31, 1938 


Capital Stocks (a) 


Notes and 
Advances 


SUBSIDIARY COMPANIES 

New England Tel. & Tel. Co.- 

New York Tel. Co.- 

New Jersey Bell Tel. Co.- 

Bell Tel. Co. of Pennsylvania. 

Diamond State Tel. Co.- 

Chesapeake & Potomac Tel. Co-- 

Chesapeake & Potomac Tel. Co. of Balt. City 

Chesapeake & Potomac Tel. Co. of Va- 

Chesapeake & Potomac Tel. Co. of West Va.. 

Southern Bell Tel. & Tel. Co.- 

Ohio Bell Tel. Co.- 

Michigan Bell Tel. Co. - 

Indiana Bell Tel. Co.- 

Wisconsin Tel. Co.- 

Illinois Bell Tel. Co.- 

Northwestern Bell Tel. Co.. 

Southwestern Bell Tel. Co.- 

Mountain States Tel. & Tel. Co.~.- 

Pacific Tel. & Tel. Co.—Common. 

Pacific Tel. & Tel. Co.—Preferred.— 

Bell Telephone Laboratories, Inc. —. 

Western Electric Co., Inc. (no par value). 

195 Broadway Corporation- 

Eastern Tel. & Tel. Co. (Canada)—. 

Total Book.Value (Cost)- 

OTHER COMPANIES 

Southern New England Tel. Co. —. 

Cincinnati & Suburban Bell Tel. Co.- 

Bell Telephone Company of Canada. 

Cuban Ajnerican Tel. & Tel. Co.—Common.. 
Cuban Ajnerican Tel. & Tel. Co.—Preferred 
Others.--- a . 

Total Book Value (Cost)- 


Par Value 

% of Total 


Book Value 


of Holdings 

Outstanding 

(Cost) 

Face Value 

$ 87,094,200 

65.31 

$ 

92,045,721 

$ 6,600,000 

421,300,000 

100.00 


444,280,335 

17,600,000 

140,000,000 

100.00 


153,667,184 

4,725,000 

110,000,000 

100.00 


116,316,050 

9,850,000 

5,000,000 

100.00 


5,700,000 

_ 

20,000,000 

100.00 


21,000,000 

8,200,000 

35,000,000 

100.00 


36,467,862 

5,625,000 

24,000,000 

100.00 


24,000,000 

2,900,000 

16,200,000 

100.00 


16,200,000 

3,575,000 

140,000,000 

100.00 


141,817,298 

16,498,025 

139,999,600 

99.99 


140,041,898 


124,988,629 

99.99 


125,401,232 

10,250,000 

32,999,200 

99.99 


33,585,686 

6,699,347 

40,000,000 

100.00 


43,223,835 


148,959,600 

99.31 


154,440,399 


100,000,000 

100.00 


101,039,490 

19,040,000 

172,999,000 

99.99 


176,252,078 

5,850,000 

35,187,500 

73.23 


36,592,463 

_ 

154,870,900 

85.80 


150,529,084 

20,100,000 

64,095,700 

78.17 


55,999,180 

... n. ,.r r-T - 

50,000 

(b) 50.00 


50,000 

2,075,000 

(c) 5,966,074 

99.43 


144,221,149 

— 

5,500,000 

100.00 


5,515,000 (d) 15,000,000 

75,000 

100.00 


75,000 

(e) 

— 

— 

$2,218,460,944 

$154,587,372 

$ 13,337,400 

33.34 

$ 

13,649,213 

$ 1,100,000 

8,169,150 

29.72 


8,732,568 

-- 

18,749,800 

23.42 


18,854,783 

-- 

432,500 

50.00 


162,500 

— 

300,000 

50.00 


300,000 

_ 





800 








$ 

41,699,064 

$ 1,100,800 


(a) Common stocks except as otherwise indicated. 

(b) Remaining 50% owned by Western Electric Company, Inc. 

(c) Number of shares. 

(d) Includes real estate mortgages of $13,100,000. 

(e) Advances of $1,485,000 to Eastern Tel. & Tel. Co. are included in the Balance Sheet under De¬ 
ferred Debits at a net amount of $85,000, a reserve of $1,400,000 having been provided from Surplus 
in respect of possible loss thereon. 
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TRUSTEE’S REPORT OF PENSION TRUST FUND ESTABLISHED BY 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


BALANCE IN FUND—DECEMBER 31, 1937 .. $20,272,801.66 

Additions to Fund During 1938— 

Payments into Fund by Company_ $ 884,453.00 

Interest Revenue, including gain or loss on investments dis¬ 
posed of....«... 708,619.51 

Total Additions ___ $1,593,072.51 

Disbursements for Pensions During 1938_ 513,913.10 

Net Increase in Fund.... $ 1,079,159.41 

BALANCE IN FUND—DECEMBER 31, 1938 ___ $2 1,351,961.07 

Comprised of— 

4% Demand Notes of American Telephone and Telegraph Company_ $ 7,922,579.94 

Bonds of Bell Telephone Companies... 8,839,532.10 

U. S. Government Obligations.. 1,571,000.00 

Public Utility, Railroad and Industrial Bonds...... 2,212,967.50 

Cash and accrued interest not due—.... 805,881.53 

Total --- $21,351,961.07 

Note : Securities are shown on amortized basis. 

Bankers Trust Company, Trustee 
B y O. Fritz 

New York, N. Y.—January 25, 1939. Trust Officer. 


CONSOLIDATED STATEMENT OF PENSION TRUST FUNDS ESTAB¬ 
LISHED BY AMERICAN TELEPHONE AND TELEGRAPH 
COMPANY AND ITS PRINCIPAL TELEPHONE 
SUBSIDIARIES 

BALANCE IN PENSION TRUST FUNDS—DECEMBER 31, 1937 _ $176,967,329.25 

Additions During 1938— 

Payments into Funds by Companies_ $13,290,204.00 

Interest Revenue, including gain or loss on investments 

disposed of and adjustments in book value. 6,727,237.41 

Total Additions __ $20,017,441.41' 


Disbursements for Pensions During 1938.. 5,714,213.59 

Net Increase -—. . $ 14,303,227.82 

BALANCE IN PENSION TRUST FUNDS—DECEMBER 31, 1938 . $191,270,557.07 

Comprised of— - 

4% Demand and One-Year Notes of Bell Telephone Companies—. $121,536,523.90 

Bonds of Bell Telephone Companies. 40,970,142.90 

U. S. Government Obligations- 10,507,090.00 

Public Utility, Railroad and Industrial Bonds*.... 12,139,420.30 

Cash and accrued interest not due..*_ 6,117,379.97 

Total - $191,270,557^07 

Note: Securities are shown on amortized basis. 

* Includes a Voting Trust Certificate valued at $1,010. 


We certify that the above consolidated statement of the Pension Trust Funds established by 
the American Telephone and Telegraph Company and its Principal Telephone Subsidiaries, for 
which Funds this company is Trustee, is correct. 

Bankers Trust Company, Trustee 
B y O. Fritz 

New York, N. Y.—January 30, 1939. Trust Officer. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

December 31, 1938 


I. PRINCIPAL TELEPHONE SUBSIDIARIES (a) 


New England Tel. and Tel. Co. 

New York Tel. Co. 

New Jersey Bell Tel. Co. 

The Bell Tel. Co. of Pennsylvania. 

The Diamond State Tel. Co. 

The Chesapeake and Potomac Tel. Co. 

The Chesapeake and Potomac Tel. Co. of Baltimore 

City.. 

The Chesapeake and Potomac Tel. Co. of Virginia 
The Chesapeake and Potomac Tel. Co. of West 

Virginia. 

Southern Bell Tel. and Tel. Co. 

Christian-Todd Tel. Co. 

The Ohio Bell Tel. Co. 

Michigan Bell Tel. Co. 

Indiana Bell Tel. Co. 

Wisconsin Tel. Co. 

Illinois Bell Tel. Co. 

Northwestern Bell Tel. Co. 

The Tri-State Tel. and Tel. Co. 

Dakota Central Tel. Co. 

Southwestern Bell Tel. Co. 

The Mountain States Tel. and Tel. Co. 

The Pacific Tel. and Tel. Co. 

Bell Tel. Co. of Nevada. 

Southern California Tel. Co. 


Headquarters 

Company 

Telephones 

Connecting 
Telephones (b) 

Boston, Mass. 

1,223,400 

46,200 

New York, N. Y. 

2,541,700 

210,600 

Newark, N. J. 

703,000 

12,900 

Philadelphia, Pa. 

1,233,500 

212,200 

Philadelphia, Pa. 

43,200 

200 

Washington, D. C. 

239,700 

300 

Baltimore, Md. 

262,400 

3,100 

Richmond, Va. 

196,000 

55,400 

Charleston, W. Va. 

130,700 

25,200 

Atlanta, Ga. 

1,144,100 

335,000 

Hopkinsville, Ky. 

5,100 

700 

Cleveland, Ohio 

713,500 

296,700 

Detroit, Mich. 

680,200 

102,600 

Indianapolis, Ind. 

222,000 

250,600 

Milwaukee, Wis. 

363,200 

172,600 

Chicago, III. 

1,407,800 

296,900 

Omaha, Nebr. 

659,200 

516,200 

St. Paul, Minn. 

131,200 

83,300 

Aberdeen, S. D. 

30,800 

20,900 

St. Louis, Mo. 

1,484,600 

577,700 

Denver, Colo. 

492,600 

40,700 

San Francisco, Cal. 

1,137,700 

168,900 

San Francisco, Cal. 

13,700 

4,900 

Los Angeles, Cal. 

701,800 

152,600 


Note: The United Tel. Co., formerly included herein, was merged with Southwestern Bell Tel. Co. in 1938. 


II. OTHER PRINCIPAL SUBSIDIARIES (a) 


Western Electric Company, Inc. New York, N. Y. 

Electrical Research Products, Inc. New York, N. Y. 

Nassau Smelting & Refining Co., Inc. New York, N. Y. 

Teletype Corporation. Chicago, III. 

Bell Telephone Laboratories, Inc. New York, N. Y. 

195 Broadway Corporation. New York, N. Y. 

Empire City Subway Co., Ltd. (c). New York, N. Y. 


(a) Subsidiaries controlled indirectly are indented under the controlling company. 

(b) Comprises telephones of about 6,500 connecting companies and over 25,000 connecting rural lines. 

(c) Subsidiary of New York Tel. Ca. 

Note: The Southern New England Tel. Co., New Haven, Conn., and The Cincinnati and Suburban Bell Tel. 
Co., Cincinnati, Ohio, are not controlled by, but have License Contract arrangements with, the American 
Tel. and Tel. Co. They have respectively 344,200 and 181,700 company telephones and 2,400 and 9,600 con* 
necting telephones. 
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BELL SYSTEM 

Stocks, Bonds and Notes Outstanding December 31, 1938 

(Inter-Company Iloldings Excluded) 


COMMON STOCK Value 

American Telephone and Telegraph Company- $1,868,679,400 

New England Telephone and Telegraph Company- 46,251,600 

Illinois Bell Telephone Company......— 1,040,400 

Mountain States Telephone and Telegraph Company- 12,862,200 

Pacific Telephone and Telegraph Company- 25,629,100 

Other Principal Telephone Subsidiaries..- _ 15,261 


Total Common Stock _ $1,954,477,961 


PREFERRED STOCK 

Bell Telephone Company of Pennsylvania 6%%.. $ 20,000,000 

Diamond State Telephone Company 6^%... . 

Christian-Todd Telephone Company 6%- 3,650 

Wisconsin Telephone Company 7%- 4,947,000 

Southwestern Bell Telephone Company 7% ... . . — 

Pacific Telephone and Telegraph Company 6%..... 17,904,3 00 


Total Preferred Stock -- $ 42,854,950 


BONDS AND NOTES 

American Telephone and Telegraph Company: Face Value 

Twenty-Year Sinking Fund Debenture 5^s, 1943- $ 95,170,700 

Twenty-Five Year Debenture S^s, 1961. 175,000,000 

Thirty-Year Debenture 3^4s, 1966- 160,000,000 

New England Telephone and Telegraph Company: 

First Mortgage Series A 5s, 1952- 35,000,000 

First Mortgage Series B 4}£s, 1961—-- 40,000,000 

First Mortgage Series C 3^4s, 1968..— 20,000,000 

New York Telephone Company: 

First and General Mortgage 4^s, 1939- 60,868,035 

Refunding Mortgage 3*4s, 1967, Series B- 25,000,000 

Bell Telephone Company of Pennsylvania: 

First and Refunding Mortgage 5s, 1948, Series B- 35,000,000 

First and Refunding Mortgage 5s, 1960, Series C- 50,000,000 

Diamond State Telephone Company: 

Thirty-Year Debenture 3s, 1968. 3,000,000 

Chesapeake and Potomac Telephone Company of Virginia: 

Serial Notes (1%% to 2%) Maturing 1940-1943, incl. 4,000,000 


Southern Bell Telephone and Telegraph Company: 

Twenty-Five Year Debentures 3*4s, 1962. 45,000,000 

Illinois Bell Telephone Company: 

First and Refunding Mortgage 3*4s, 1970, Series B— 45,000,000 

Southwestern Bell Telephone Company: 

First and Refunding Mortgage 3*4s, 1964, Series B— 45,000,000 

First and Refunding Mortgage 3s, 1968, Series C- 30,000,000 

Mountain States Telephone and Telegraph Company: 

Thirty-Year Debentures 3*48, 1968- 30,000,000 

Pacific Telephone and Telegraph Company: 

Refunding Mortgage 3*/4s, 1966, Series B .— —« 29,666,000 

Refunding Mortgage 3^4s, 1966, Series C--- 24,928,000 

Miscellaneous Bonds and Mortgages.-. 2,000,000 

4% Notes Sold to Trustee of Pension Funds (Principally 

Demand) _ 121,536,524 


Total Bonds and Notes- $1,076,169,259 


(a) Decreases in italics. 


Increase (a) 
During Year 


$ 292 

$ 292 


$ 600,000 


21,785,600 


$22#85J00 


$ 20 ’ 000,000 

2,655 


3,000,000 

4,000,000 

8,855,700 


30,000,000 

30,000,000 


23,400 

17,962,988 

$65,160,622 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


NUMBER OF STOCKHOLDERS 



The number of stockholders of record of the Company on December 31, 1938 was 646,882, 
as compared with 641,686 at the end of 1937. The average number of shares held per stock¬ 
holder at the end of the year was 29. About 42 per cent of the shares are held by women; 32 per 
cent by men; 4 per cent in joint accounts; 20 per cent by trustees, insurance companies, cor¬ 
porations, private firms, etc.; and 2 per cent are in the names of brokers. No stockholder of 
record holds as much as one per cent of the total stock outstanding. 

There were also at the end of 1938 about 24,000 holders of common stock and 40,000 holders 
of preferred stock of the Company’s principal telephone subsidiaries. Allowing for duplica¬ 
tions in these totals, there are now about 685,000 owners of stock of the Company and its 
principal telephone subsidiaries. 


LONG-DISTANCE 
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BELL SYSTEM 



DISPOSITION OF THE 1938 GROSS INCOME 
OF THE BELL SYSTEM 


TO EMPLOYEES OF THE BELL SYSTEM. 
INCLUDING WESTERN ELECTRIC CO. AND 
BELL TELEPHONE LABORATORIES. FOR 
SERVICES; SICKNESS, ACCIDENT 
AND OTHER BENEFITS. AND 
PROVISION FOR PENSIONS 



FOR INTEREST AND DIVIDENDS. 
5.7% ON MONEY INVESTED IN THE 
BUSINESS BY SECURITY HOLDERS 


FOR TAXES 


FOR MATERIALS. RENTS. 
SERVICES OF OTHERS 
THAN EMPLOYEES. ETC. 


This chart shows the 1938 Bell System gross income, i.e., “Total Operating Revenues” 
and “Other Income” aggregating $1,068,856,962, classified according to its approximate dis¬ 
position for the several purposes indicated. Gross income required to meet depreciation of 
plant has been distributed according to its disposition for wages, materials, etc., entering into 
removal and replacement of plant. Included in the amount (49%) distributed to employees 
is about 1% of gross income paid for services of all those employees receiving over $10,000 
per year. 
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BELL SYSTEM 


TOTAL 

PLANT INVESTMENT 

IN MILLIONS OF DOLLARS 
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TAXES 

PER TELEPHONE 


IN DOLLARS 



AVERAGE ELAPSED TIME BETWEEN 
APPLICATION FOR A NEW TELEPHONE 
AND INSTALLATION 
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PER CENT OF TROUBLES AFFECTING 
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WITHIN FOUR HOURS 
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THE WORLD'S POPULATION AND TELEPHONES 

DISTRIBUTION IN 1938 



POPULATION TELEPHONES 
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The overseas telephone service makes it possible to connect by telephone with 93% of the world’s 40,600,000 telephones. Figures indicate the 
approximate number of telephones which may be connected with Bell System telephones. About one-half of the world’s telephones are in the United 
States. Overseas telephone messages during 1938 were distributed as follows: Transatlantic 59%, Transpacific 10%, with Central and South American 
points 21%, with ships at sea 10%. 





























